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STIMMARY 


During 1955, the recovery in business conditions 
which had begun in the previous year, accelerated and hecame 
more widespread. The increase in physical output has been 
markedly greater than in amy like period within the past decade, 
but is probably comparable to recoveries from previous mild 
recessions. The upswing during 1955 was to a large extent, 
devoid of those excesses and maladjustments which are often 
associated with so vigorous a recoverye Also, at the end 
of the year, most of the key indications of general activity 
were still pointing upwards. Such considerations suggest that 
the current expansion still has some time to run. 

Now thatthere is little slack left in the economy, 
and with market demands continuing to rise, signs of strain are 
coming more into evidence. In the current upswing to date, price 
increases have been confined mainly to industrial materials. 
However, pressure for higher wage. rates is now gathering momentum. 
This sugzests that price increases may soon become more widespread 
even though plentiful supplies of agricultural products will 
continue to temper inflationary tendencies, A number of industrial 
materials are in short supply and throu,hout a broad segment 
of industry, delivery dates are lengthening. Corresponding 
pressures have appeared in the financial market, with general 
inereases in interest rates and pronounced increases in short- 
term rates over the last year. The strength of domestic demand 
is also reflected in imports which since the late summer of 1955, 
have held at levels substantially above previous peace-time peaks. 
The resulting growth in the imbalanee of Canada's merehandise 
trade has contributed to the largest balance of payments deficit 
of the post-war period. This current account deficit has been 
counterbalanced by a large capital inflow accompanied, nevertheless, 
by a moderate decline in the value of the Canadian dollar to 


approximate equality with the United States dollare 
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Current prospects indicate further increases in 1956 
in all mejor segments of demand. Capital good requirements 
will be particularly strong, reflecting a new upsurge of expansion 
in business investment and substantially higher outlays by 
provincial and municipal governments. It is, in fact, doubtful 
whether this year's programme of intentions, involving outlays 
about one-fifth sbove actual spending in 1955, will be realized, 
bearing in mind that shortages were already developing last fall. 
It is quite possible that the trend of new housing activity 
will level off and perhaps turn dovmward during the year, depend- 
ing largely on the availability of mortgage funds. Restocking 
of business inventories mey constitute a further expansion 
element during 1956. Remarkably little build-up of physical 


z 


inventories hes occurred since the lest period of liquidation 

in 1954. Since that time, sales have risen substantially end 

with further increases in prospect, there is considerable evidence 

that current inventory holdings are regarded as insufficient 

by the business community. Further increases in exports 

are probable, due mainly to new capacity in such items as 

petroleum, iron ore, uranium, pulp and paper and certain 

base metals, and to a substential pick up during the recent months 

in orders for wheat. These prospedtive increases in demand, in 

conjmetion with currently high levels of income and employment, 

should result, in turn, in a continuing rise in consumer expenditure. 
These demand strengths suggest a continuing increase in 

overall national output, In the accompanying tables, it is estimated 

thet gross netional product will reach $288 billion in 1956, °¢ 

per cent above the level of the previous year. Higher prices would 

account for part of this rise, although the price increase 

allowed for is fairly moderate, amounting to only 2 or 3 per cent. 

This estimate assumes the continuation of a considerable overall 

measure of restraint in buying and investment habits. Should 


excesses develop, a more pronounced increase in prices and gross 


national product would probably result. 
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These developments will be accompanied by fairly 
general income increases. Corporate profits have already ineresased 
35 to 40 per cent from the fall of 1954 and continued high levels 
are expected. Higher wage rates and a further increase in employ- 
ment will probably result in the continuation of a steady upward 
trend in lahour income. While the net income of farmers will 
depend largely on the outcome of this year's crops, overall cath . 
receipts should rise as deliveries of grain increase in response 
to the current upturn in exportse 

The general expansion in economic activity has been 
reflected in the labour market. The increase in the number of 
persons without jobs and seeking work from the summer low in 1954 
to the winter peak in March 1955 was less than the usual seasonal 
increase. Therefore, apart from seasonal factors, unemployment 
has been declining for roughly a year and a half. However, the 
number of persons without jobs and seeking work has continued above 
the average levels of the post-war period, 1946 to 1955. In this 
earlier period, a variety of special factors contributed to unusual- 
ly low levels of unemployment, particularly the insulated position 
of secondary manufacturing from more norms] international influences. 
With the disappearance of such special factors, higher levels of 
unemployment heave resulted. The proportion of the labour force 
without jobs and seeking work is expected to be about 3.5 per 
cent in 1956, which is a little lower than in 1950. 

The exceptionally high level of imports during the last 
six months tends to emphasise the continuing vulnerability of dom- 
estic producers to competition from foreign suppliers. . In the 
present strong market situation, Canadian producers are able to 
increase sales and profits even though their share of the overall 
market may be declining. Prospects of a continuation of favourable 
world conditions should provide further opportunity for Canadian 
secondary manufacturing industries to adjust to the more competitive 
norld conditions now prevailing in highly manufactured ppodey Memes 
theless, any slackening in the present firm market trend would 


probably have serious adverse affects in a number of Canadian 


manufacturing industries. 
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PROSPHCTS IN THE UNITED STATES 


In the United States, the rise in economic 
activity has been less pronounced in recent months and the 
level of industrial production has remained about stable 
since November. In some of the more buoyant parts of the 
economy, demand has been pressing against available capacity 
for some time and by the end of the year, declines in certain 
fields of activity, particularly housing and motor vehicles, 
has slowed the overall advance. 

An important expansive factor in the United States 
economic outlook is the prospect for business investment. 
During 1955, business spending on plant and equipment increased 
sharply, reversing a previous downward tendency that had con- 
tinued during most of the two previous years. Higher sales 
had brought many companies close to capacity operations once 
again. This, together with sharp increases in corporate profits, 
provided incentive for further expansion. Larger undistributed 
profits and depreciation allowan¢es have facilitated internal fin- 
ancing. Reflecting these conditions, building contract awards 
and new orders for durable goods have been rising sharply and 
in all likelihood the results of the survey Of investment 
intentions for 1956, shortly to be released, will indicate 
a substantial increase in capital outlay. Indication of 
further strength in business investment is of particular 
significance insofar as it is quite unlikely that any general 
economic weakening could develop if business investment was 
expanding. 

Many statements by American economists over the last 
several months have emphasized the role of cars and houses as 
major elements of weakness. Such statements have tended to 


exaggerate the importance of these two sectors, which amounted 
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wo only 8 per cent of G N. P in’1955. It is also vorth 
noting that declines in housing and in car production, which 
have been operating as depressing influences for some months 
now, are not likely to continue throughout 1956. After a 
very sharo expansion during 1954, housing starts reached 
a poak early in 1955 and have been declining since. Much 
of this change appears to have resulted from increased 
tightening in mortgare fimds, rather than any real difficulty 
in selling. Residential construction activity reached a peak 
in the third quarter of last year, and has declined since. 
More recently, however, some evidence of increased residential 
construction awards and a return to a maximum 30 year mortgage 
would susgest that this recent decline in residential construc- 
tion activity will not continue for long. 

Car production and sales reached new peaks in 1955. 
After the introduction of the new, models, excessively high 
production levels contributed to a build-up of dealer inventories. 
Towards the end of last year, production was cut back and is 
currently below last years levels. As the sales of current 
models were below expectations, it is likely that the model 
change over will be made earlier again and more extensive 
changes are expected. It is quite possible that car production 
will be a stimulating factor once again before the end of the 
yeare 

Thus far, there has been little indication that 
cutbacks in cars and housing have had any general adverse 
effects on activity in other industries. Recent increases 
in production have been more moderate and less diffuse than 
last summer. However, it is rare that increases have been as 


widespread and pronounced as occured last years More cross~- 
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currents and conflicting tendencies are currently present but 
these are regarded more as reflecting adjustments in particular 
sectors than heralding a more general reaction. It is expected 
that the underlying expansive factors will be more clearly 
evident before the end of the year. If the widely heralded 
decline in activity does not develop, a renewed wave of 
business confidence could appear before the end of the year. 
This is a possibility that should not be dismissed lightly, 
as it has important implications for the Canadian economy 
where strong market trends already prevail. 
Kajor Factors in the Canadian Recovery 

During the 1964-54 adjustment period and subsequently 
in the early stages of expansion, firm trends in residential 
construction and in consumer expenditure were important sustaining 
influences on general activity, Sustained demand in these 
sectors seems to have been due partly to the continuing effects 
of the sharp increase in real wage income which had occured 
previously and partly to the increased supply of residential 
mortgage funds and lower dovm paymentse Meanwhile, export 
markets ( except grains) began to strengthen during 1954 due 
to continued expansion in Europe and recovery in the United 
States. Then during 1955 a renewed expansion in business 
investment took place, the third major upsurge in spending 
by the commodity producing industries since the end of the 
ware This development has provided « very important element of 
strength to the general short-term economic picture. 

It is significant that this new period of expansion 
came about largely as a result of increased spending by the 


private sector, without recourse to any major innovations in 


government policies in Canada or in the United States. Un- 


employment benefit payments increased as employment declined 


( 
; bit ivr ata 3 
th RR oe 
+> 3) | yf . xy 


Baier bosoagee Wt, AD), “een sLebvaea ) 


viverio wien ot fhe erotes) 


‘Beh tered poohhe wie! AT stay od} 18 ieee 
ee) ie yu Sera net oad tar: 0b. ettelte ait anion 


oe 
Ye taeoy, ad. tee . ce att oO ie ype Kine soem? nao winntihy in 


+ 


4 eeltigi’ dusadneit ott Zon ‘sitet tings Perse, BROT aah, sift y 


=" 
‘ : : iwnorie ura chenw? ai est airy tpoot fend Riek ie | ener d sat $t all ne 


‘ ‘ a 
s e. = a i 7 oe: 
Vir BY . a treneg die hs ake? tectean anoste 6 wise 
i a} . Uy i i 5c 7 
i Fe a ° sy oes ae at aa : eee wane ae cates : 
7 be . Mm ia: 
: 5 a? * fF) 4 vee wm rer 
, vite coi ce ’ n TA 2 ' “ nee | nie Tr < ™” 
a { iPuat’ a 
¥ a ~ wm ee . ¥ in ¢ 4 y ae f J 4 
v i caehaeste | sett aftr ”% - ¥ i 4 
| ° \euintudess dodtrommb, oese, Firs soie4 som 'esoo aa SACL eee eee, 
. : j v 
‘ : eiite Mite b ache wahivttoe Latency) ne afeeretiag, 
at) 7 Ajai i y . 5 4 karen Le ee 
P| a ‘ ie aha ih 
Maes Wi His ait’ i iy a Se b.1eoe woof avesa Stevens 
Sony ome tet ) Toon ct Seawtods ciate ott Be 
7 ‘ a x 
i 
i . ¢ 
' fake aL to 4 j 4)  § hi farvadc ba ariel Fatt. 
\, aa © ; 
i oqKe » Cire eaen a troavedq Aavab A Ete 2b on harront 
‘ + ” S 
tes , ‘ 
AEE sxe: tacts gaye + navod :(emhase) Boyer azoatan 
wa Bee! ? y 


} 7 ? a T } 7 » 
ig “s “ 
eure sé totenades peeretet e G8Cr Aalaes mm pee tass. 
7 
3 . rae ‘ ~ fan + + { : 

: ae 4 ee TRAC “TOT, Or Bie 7 OCF « wipe fe A'S oil Wy send ie 
I 4d 36 had-ortd veowtelhotadaubert si ‘oubend “tbbarmas a1? a 
4 ’ é * ¥ 7 ’ : p 
( y ‘ a 


bivord 2at Seance fore h “Laz. «tae y 


rm art a Aa 
A tated Sitmoneto aerate erode lee engs at? OF stoQn wie 
1 | : ; 
2 . ah ST. ; 
| iuisexns Sto bobcxt weeds dads. dank enase et 3 reas! 4 


. é at te £ . 
ant “d. guidaige RBedgsotant 20 Tigeat A a2 eo 6 haa wReO: On 
of -_ 


o e" % fa : 
. “sy hh eRbRt atoats “t a une at prwoast ris outa ¢tavase wan 'e 


“ 


A vt «ate? o.. b st Pi: aed ai. IG epaas2 ad sated foq iemaieias 


~ s 


s | ¢ 


dont iswh tnemyoicgne 62 howareort etawneg Sitter Ti 
: A : r) 7 { 


and tax collection fell off in response to lower incomes, 
reflecting the built-in stability of present fiscal systems. 
Certain tax cuts were made but these were moderate relative 

to the increase in private spending that occured. In addition, 
monetary policy was such as to both encourage and facilitate the 
expansion in private spendinge On the whole, however, government 
action played a much smaller role in the current period of ex- 
pansion then some earlier periods, the post-FYorean period being 
an important illustration. 

Another significant point about the present period 
of expansion in Canada is the moderate role of inventory 
accumulation. ‘Some inérease in the value of inventory holdings 
has occured, especially in the fourth quarter of 1955, but a 
very Significant proportion of this has been associated with 
orice increases. Consequently, no significant build-up in 
physical stocks has occured in spite of sharp increases in 
production and sales. 

The net effect of these forces of recovery has been 
the sharpest increase in physical output that has taken place 
during the whole post-war period. During 1954, a moderate 
decline in total output occured while increases in the labour 
force and productive capacity were taking place. This made 
possible the very sh&rp increase in the volume of output. during 
1955. Further discussion of these developments is contained 
in the Appendix, where the pattems of recession and recovery 
in the United States and Canada are compared. 


Gross Tomestic Investment in Durable Physical Assets 


———. 


During 1955 business investment rose sharvly, reversing 
the decline of the previous year. At the same time, residential 
construction continued upward for the third successive year. 

The increase in gross domestic investment in durable physical 
assets from the first quarter to the fourth quarter of 1955 


seasonally adjusted, is roughly 20 per cent. This,together 
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with strong demands in other sectors has contributed to 

increased pressure on productive facilities. Selective shortages 
and price increases have occured in spite of very sharp increases 
in production and imports of many of the materials affected. The 
survey of investment intentions and other evidence indicates that 
this tightness of supply will continue to be acute during 1956. 

A major factor in this increased pressure on resources 
has been the chansing tempo in investment for business purposes. 
Outlays for new residential construction reached a peak of $1.8 
billion in the third quarter of 1953, but thereafter underwent 
a moderate decline to $1.6 billion by the first quarter of 1955. 
New machinery and equinment underwent an even greater contraction 
over the same period, from $2.2 to $1.6 billion. These declines 
reflected the completion of certain larger projects, bad weather 
for construction in certain regions in 1954, and a sharp decline 
im farm implement sales. The recovery since the first quarter 
of 1965 has been fully sufficient to offset the decline of the 
previous six quarters. 

This increase in business investment reflected the 
strong demand situation of last year, with many companies 
Operating at capacity. Furthermore, the sharp increase in 
profits after taxes has provided both greater incentive and 
increased internal sources for financing larger investment 
expenditures. These developments were reflected in a greater 

han seasonal increase in contract awards for commercial and 
industrial purposes in the spring months of 1955. In the last 
half of 1955 the level of contract awards (seasonal variation 
apart) in this sector, was ahout 50 per cent above the 
average rate of the previous 18 months, and was more than 10 
per cent higher than the previous peak realized in the first 
half of 1951, when the figures were inflated by contracts related 
to the defence program and some of the very large resource 


development projects. 
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The industrial composition of the 1956 program as 
reflected in the survey of investment intentions shows further 
large increases in mining and petroleun, utilities ( central 
electric stations, steam railways, and other transportetion 
sectors) and in provincial government expenditures. Vithin 
manufacturing the increases are in paper products, iron and 
steel, non-ferrous metals, and chemicals. Investment in trade 
is expected to be maintained at last year's high level. The 
total of non-residential construction intentions is about 
one-fourth higher than actual work put in place during 1955, 
and the intentions for machinery and equipment are one-fifth 
higher than what was achieved last year. 

Rearing in mind thet problems of supply were becoming 
increasingly important last year, it seems quite unlikely that 
increases in investment of this magnitude can be realized. 
Cement, bricks, and various types of steel products were acting 
as selective bottlenecks last fall, and a program of the size 
envisaged in the intentions survey would make this problem 
of materials more acute and more widespread. Other limitations 
are likely to appear in the form of shortages of certain occupational 
groups in the labour market, and tightness of funds in the 
capital market. Even with these limitations a fairly large 
increase in investment seems attainable. It does not seem 
likely thet an increase of more than 10 per cent in either 
cement or steel is likely to be obtained from domestic sources 
in 1956, even under favourable circumstances. Increased relianee 
on foreign sources of these key materials head already become 
evident in 1955 and this is likely to become more pronounced 
in the current year. The extent to which the survey intentions 
can be achieved will partly depend on the extent to which the 
increased requirements for both materials and funds can be met 
from foreign sources. The increase shovn in Table I, based on 


these factors limiting the extent of the increase, is somewhat 
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less than what is shown in the published survey of investment 
intentions, as summarized in Table IV in this report. The 
increase in nonsresidential construction and machinery and 
equipment combined that has been allowed for is 19 per cent, 
with part of this being the price increase anticipated. 
This is still a fairly marked increase over the rate prevailing 
at the end of 1955. 

It is against the background of the changed tempo 
of business investment and increased pressure on materials 
and finance that one should look at the prospects for housings 
During 1951 residential constructicn underwent a sharp decline 
as part of the process of shifting resources to defence and 
essential investment projects. During 1951 housing starts 
totalled less than 65 thousand, but the subsequent expansion 
in residential construction brought the total in 1955 to 138 
thousand or more than double the number four years earlier, 
and the annual rate during the late spring and early summer 
was even higher. The value of new residential construction 
increased from ®672 million in the first quarter of 1952 
to over #1.5 billion in the third quarter of 1955 ( seasonally 
adjusted at annual rates) and this is very largely an increase 
in physical volume. This increase in residential construction 
has been essocisted with a very sharp increase in mortgage debt. 
At the end of 1951, the mortgage debt outstanding ( of the 
personal sector to other sectors) is estimated at $1.6 billion, 
and this had increased roughly $3/4 @f a billion or about 0 
per cent by the end of 1954. The increase was even sharper 
during 1955, amounting to perhaps $400 million. It would 
be quite wnlikely that an increase of this rate could continue 
in the face of strong demand for fumds for other purposes. 

The increased demand for funds for other purposes 
became more pronounced as 1955 progressed. In December, certain 


of the larger chartered banks began to curtail sharply their 
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new mortgage commitments. Furthermore, during recent months 
approvals under N« He Ae have dronped below the same period 

last year. It is not clear how far the extent of the curtailment 
will go, or how long it will continue. The estimate for residential 
construction is based on 128 thousand starts in 1956, a fairly 
important drop from the seasonally adjusted annual rate of 
roughly 150 thousand reached in some of the summer months of 

last year. A record carryover and a moderate increase in 
construction costs more than offset this decline in starts 

in the value of residential construction put in place, however. 

A decline in the value of work put in place during the summer 
months seems quite likely in view of current tendencies. This 
involves a continuing shift from residential to business spending 
as 1956 progresses. Even with this shift in the composition 

of the program, it is unlikely that the intentions of the 
organizations replying to the investment survey can be realized 
during 1956. 


Merchandise Exports 


es re 


During the period of moderate recession in North 
America during 1955 and 1954, economic expansion continued 
elsewhere undiminished. The expansion in Europe was particularly 
important for Canada, as it was associated with strong sales 
for primary products ( except grains) to the United Kingdom and 


most countries in lestern Kurope. The increase in non-grain 
exports to markets other then the United States has continued 
without interruption since the first half of 1953 ( in physical 
volume apart from seesonal factors) and has amounted to roughly 
one-third, During 1955, however, there is some evidence in the 
United Kingdom and in some other Buropeen countries of a slowing 
dovm in the rate of increase in domestic production and of some 
acceleration in the rate of inventory accumulation. Under 


these circumstances, demand for industrial materials from Canada 


may be somewhat less buoyant. This means that further increases 
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in 1956 in exports of this tyne will depend primarily on 
conditions in the United States. 

The changes in exports over the last few years have 
been heavily influenced by the pattern of recession and recovery 
in the United States and by the changed pattern in world 
grain markets. Canadian exports of grains reached a peak 
in 195¢ and early 1953, due to a combination of unusually 
favourable circumstances. Since then, larger crops in all 
countries have led to lower purchases by the traditional 
importing countries, and increased sales by some of the exporters. 


grain have continued below the high levels 


C 


Canadian exports of g¢ 
of 1951 to 1953, but are roughly in line with a longer hist*rical 
standard. Meanwhile, overall exports to the United States 
reached high levels early in 1953, and then underwent a moderate 
decline until about the middle of 1954. The increases in non- 
grain sales to Kurope were not sufficient to offset the ?eelines 
sprain sales, and in exports to the United States. The result 
was an overall decline of about 15 per cent intotal exports 

in the two year period ending in the summer of 1954. Since then 
the recovery in non-grain exports has been quite sharp, but it 
has brought the total level of exports in volume only slightly 
above the earlier peaks when grain exports were more important. 
Over a longer period, the overall volume increase has been 
moderate, with current levels about 20 per cent hivher than 1948. 
This is a much smaller increase than has occurred in either 
domestic production or imports. This pattern is very similar to 
earlier periods of rapid domestic expansion, such as the decade 
and a half before the first, world war. 

Current conditions indicate a fairly strong export 
market for Canadian products in 1956. For many lines, no marked 
change in export volume can be expected, however. Tomestic 
producers have been operating et capacity production for some 


time now, and producers! inventories have been reduced in certain 
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lines. Further substantial increases are indicated in such 
items as petroleum, iron ore, and uranium, with more moderate 
increases in copper and newsprint. Price increases have also 
occured in metals and forest products, and this will contribute 
to higher value of exports in the current year. Recently there 
have also been indications of some recovery in wheat exports. 
A Significant increase in orders for future delivery has taken 
place, and the severe winter in Europe has affected the prospects 
on the crop sovm last fall. The increase in wheat exports 
expected will more than offset lower sales of flour and coarse 
grains. In total, merchandise exports are expected to increase 
about $400 million or 9 per cent in 1956. Apart from wheat, a 
very Significant proportion of the increase will go to the United 
States. 


Government Expenditure on Goods and Services 
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Provincial and municinal expenditures on goods and 
services have increased every single year for more then a decade 
and are now approaching 10 per cent of total output. During 
1953-54, the increases at the provincial and municipal level 
were sufficiently important to roughly offset the declines in 
defence expenditures that occured at that time. A further rise 
is expected in 1956, particularly in capital expenditures by 
provineial and municipal povernnents «> Proposed expenditure 
on roads by certain provincial governments is up considerably. 
Larger outlays by municipalities for roads and sewers is also 
sndicated. Increases in payrolls and other current expenditures 
can be expected at provincial and municipal levels in 1956. 

During 1955, defence expenditures increased moderatelye 
This was associated entirely with increases in military pey 
and allowances and various administrative expenses. Defence 
procurement expenditures, on the other hand, continued to 
decline. The peak procurement expenditures of Hl,2oo million 


occured in the fiscal year 1952-53, and the extent of the drop by 
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calendar 1955 was $260 million or a little more than 20 per 


cent. Defence orders placed during 1955 were lower than any year ° 2: 


Since before the Korean war, and some reduction in outstanding 
defence orders took place during 1905. The change in 
procurement expenditures during 1956 is expected to be moderate 
however. A further decline in aircraft expenditures is expected, 
with more modest declines in shipbuilding, guns and ammunition. 
These declines are expected to be offset by increases elsewhere 
particularly in electronics and construction. The moderate 
increase in defence expenditures showm in Table I vould thus 
come entirely from increases in military pay and administrative 
expenses, whichhave beén the expansive portion of défence. 
expenditures for nearly three years. 

Federal government expenditures apart from defence 


have teen relatively stable ror some time, apart from the 


last general salarv incresse. Federal non defence construction 


expenditures are expected to wmaergo little change again in 1956, 


Business Inventories 


et 


During the fall months of 1955, business inventories 
appear to have been roughly equal in volume to the levels 
reached in the latter part of 1953. As the period of inventory 
liquidation in 1954 wes short and not too pronounced in magnitude, 
it would not appear that total inventory levels were too far out 
of line during 1955 and 1954, Since that period, however, 
aggregate demand and production havelincressédughite: sharply, 
reducing the ratio of inventories to sales fairly significantly. 
Current inventory levels are evidently lower than desired by 
businessmen, in the light of prevailiag sales levels. Some 
increase in the book value of business inventories began in 
the latter part of 1955, part of which is associated with higher 
prices. 

As the rete of business inventory investment is 


traditionally very volatile, it can affect the short-term changes 
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in economic activity quite significantly. The extent and timing 
of the expected increase in business inventories will be a 
Crucial factor in the economic situation for the coming year, 
and is likely to have an important influence on domestic 
manufacturing and imports and the extent of short term financial 
requirements of business firms. It is probable that the current 
period of inventory accumulation will be fairly long, in view 


demand that has teker 
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Gf the vigour of the increase in fi 
place and with strong evidence of further increases to come. 
Furthermore, the recovery was well uder way before businessmen 
realized that their inventory holdings were below a desirable 
level. In such circumstances, involuntary accumulation of stocks 
often continues after sales have levelled off. This phase of 

the build-up, however, may still be some way off. It is quite 
possible that the accumulation in particular quarters could 
exceed b3/'4 billion, which will have an important bearing on 
current economic activity. Providing business optimism continues 
moderate and restrained and the financial environment continues 
tO limit excesses, the inventory build-up could be a gentle 

and continuing stimulant throughout 1956. The accompanying 
tabular material provides for an increase of *700 million 

in business inventories, part of which will be associated 

with further price increases, and the annual rate of accumulation 


would be larger in particular quarters. 


Consumer Expenditure 
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Over the last four years, there have been very 
pronounced increases in real income per person. The increase 
has been vartitularly marked in the real incomes of’ urban 
workers. From 1951 to 1955, for example, average weekly earnings 
in real terms for the nine leading industries increased <0 per 
cent. This is a very sipnificant increase for such a short 
period. It has shifted many families up into higher income brackets 


and »vermitted many more of them to purchase homes, cars and other 
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large durable items. At the same time, personal savings 
have been sustained at a high rate. The growing tendency 
to home ownership and larger purchases of durables has 
been reflected in increased mortgage debt and consumer credit 
outstanding and associated carrying charges. 
These increases in purchasing power have tended 
to come in waves. After little change, or even some declines, 
during the early post-war years, marked increases developed 


in 1952 and early 1953. This was reflected in the significant 


oO 


increases in consumer spending of that period. During late 
19535 and early 1954 real incores did not keep pace with the 
growth in population. Another period of renewed marked 
incresses in purchasing power has since developeds , im, 1955, 
personal income showed the largest per capita gain in real 
terms of the post-war veriod and the increase in per capita 
consumer expenciture in 1955 was roughly 4 per cent. 

With evidence of this renewed advance in purchasing 
nower, and strong indications of further increases in 1956, 

a continued further expansion in consumer expenditure seems 
assured. A further rise in the production and sales of 
automobiles now seems likely. A strong market also is indicated 
in furniture and certain other durables. Sales of television 
sets, however, may not meet last ycoars' levels now thet so 

larse a proportion of the potential market already own sets. 
Sales of semi-durables and perishables and also outlays for 
services are expected to continue the increase that has been 
going on during 1956. 

Most of the rise in consumer expenditure is expected 
to be in volume. However, higher prices for rents and various 
services and probably also for a number of commodities will 
add to the overall dollar outlay. It seems probable thet a 
further rise in per capita expenditures in real terms will be 


realized, in addition to the increase that has already been 
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taking place during 1955. Little change is expected in personal 
savings for 1956. 


Implications of Anticipated Demand Strengths 


a 


The implications of the demand factors discussed 
above seem sufficiently important to make some general 
observations at this point. Thus far the recovery in economic 
activity has taken place with an element of caution still 
pervading much of the business community in Canada. The 
indications on the demand vrospects covered above suggest 
continuing strength in almost every sector, particularly 
business investment. Already these strong demands are being 
felt in shortages of selective materials, more widespread 
price increases, indications of pressure in the financial 
sector, and a pronounced upsurge in imports. It would appear 
as if any economic problems in Canaca during 1956 will be 
associated with a continuation of these developments, all of 
which are symptomatic of the underlying demand strengths. tf 
businessmen were to crop the elmmenté of restraint which have 
been present, the demand pressures could become even greater 
than what has been allowed for in this document. 

Should excesses develop out of the current situation 
the resulting dislocations and price pressures are customarily 
followed by a later period of reaction. Usually the later 
stages of such a boom are associated with a high rate of 
business inventory investment and rapid increases in private 
debt, and when such rates of increase can no longer be maintained 
a period of recession ensues. There 1s another factor in the 
present Canadian situation which cen add to the strains likely 
to be experienced in an adjustment period. In the present 
phase of Canada'ts development, favourable world economic conditions 
result* in concentration of world demand on resource industries 


and related activities. As a consequence, costs and prices 
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in Canada tend to increase more rapidly than in other countries. 
The resulting weakening in the competitive position of other more 
vulnerable industries can create additional problems should 

world economic canditions later deteriorate. 

These aspects of readjustment to excessive inventory 
accumulation were important during the 1953-54 recession in 
North America, although the decline in defence precurement 
expenditures was also a dominant influence at that time. 

In Canada, en additional development was the readjustment 

in secondary manufacturing to more competitive foreign markets 
as reflected in import competition. The possibility of such 
excesses developing again should not be lost sight of, although 
developments thus far would appear to be quite soundly baseds 

The period of expansion thus far has been associated 
very largely with increases in real output and employment. 


The chenge in Final product prices has been negligible, but 
there has been increasing evidence of selective price increases 
as 1955 progressed. It is very likely that this tendency 
will become more widespread with more upward movement in the 
general price level. - Correspondingly, continuation of the 
rapid increase in physical output is quite unlikely as supply 
factors become increasingly important in limiting further increases. 
On balance, Gross National Product should continue to move upward 
but with volume increases assuming less and price increase more 
importance than was the case last year. 

A further symptom of a strong domestic demand 
situation is a greater reliance on foreign sources of supply. 
A sharp increase in import volume has already occurred over the 
last 18 months, and a further rise can be anticinated if the strong 
demand conditions now indicated meterialized. 
Prices: and Tages 


The more comprehensive price indexes show little 


change for 1955 compared with the previous year. The consumer 
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price index for 1955 was almost identical with the monthly 
average for 1954 and the wholesale price index averaged 

only one per cent higher for the year as a whole. This is 

far from a complete picture of recent price changes, howevere 
For one thing, substantial divergences in price movements among 
broad commodity grouns hes continued. Agricultural prices, 

for example, have continued the dovnward movement that began 
during 1951, but this trend has been more than offset in the 
general price level, by increases in other groups. Another 
important price development is thet the decline in the vholesale 


price index from its post-Korean peek was reversed during the 


) 


last year anc a half. Price increases began to apnear first 

in residential building materials, and then in a number of 
mineral, forest and chemical products . Initially, the price 
increases were selective and reflected the areas of demand 
which showed ‘strength in the earliest stages of the revival. 

As the year progressed, the price increases became more general 
and by December the general wholesale price index had increased 
more than 5 per cent over its low point reached in October 1954. 
The index for industrial materials has increased by 10 per cent 
in fifteen months, with the increases for particular groups 
being even more striking ( non-ferrous metals for example.) 

One of the very real questions in, the outlook isithe 
pattern of price changes during 1956. This will depend very much 
on economic conditions in the rest of the world, and particularly 
on developments in the United States. Should conditions turn out 
stronger than most American observers have been expecting, further 
impetus to more widespread price increases in Canada vill result. 
In these circumstances a rise of 2 to 4 per cent in the general 
price level of all final goods and grains appears probable. 
Estimates in Table I allow for a price increase in this range. 


A 


factor contributing to the moderate nature of the overall 


price increase is the vrobability of some further weakening in 
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in agricultural products, partieulerly in food products. The 
declines are likely to be less pronounced than lest year, however, 
and will be counterbalanced by higher processing costs. 

During 1954, the upward trend of wage rates slowed 
percentibly. Apart from seasonal factors, average hour ly 
eaminss declined slightly for a period of several months. 

Wage rate increases continued to be moderate early in 1955, 

due in part no doubt to the less favourable employment situstion 
prevailing at the time during the winter months of last year. 
Since the spring of last year, wage rates and hourly earnings 
have showm a stronger upward trend. Over the period from October 
1953 to October 1954, 34 per cent of the employees in 4 sample 
of collective agreements obtained no wage rate increase. Luring 
the year ending October 1955, the proportion obtaining no 
increase fell sharply to 15 per cent, but the increases granted 
tended to be fairly moderate ( the most common increase being 
between 5 and 10 cents an hour). In total, the increase in 
average hourly earnings in 1965 relative to the previous year 
was 2.6 per cent, the smallest of any of the post-war yearse 
There was growing evidence of renewed wage pressures developing 
as the year progressed, howevere 

For 1956, upward adjustment in wage rates are likely 
to be much larger than in the two preceding yearse A fairly 
strong labour market is assured in the light of the strength 
of demand and shortages of some types of labour have become 
more important. Furthermore, very sharn increases in corporate 
profits have taken place and this is bound to increase the 
demands for, and reduce the resistence against, larger and 
more widespread increases in wage rates. flthough requests 
for frinze benefits will continue to be important, it is 


evident thet more emphasis vill be placed on basic wage rate 


adjustment. 
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The renewed upturn in basie material prices and in wage 
rates have implications for the cost picture in many industries 
within the manufacturing sector. Through 1954 the normal 
improvement in output per man hour was, in most cases, probably 
sufficient to offset the moderate increase in wage rates. As 
1955 progressed, labour costs per unit of output appear to have 
turned slightly upward, but with the recovery in sales, profits 
have increased very sharply-e During 1956, increases in wage 
rates are likely to exert greater pressure on costs. Instances 
of increased prices in manufactured products arising from_higher 
costs are likely to be much more prevalent during 1956. 


Imports and Falance of Payments 


oe 


Merchandise imports into Cenada usually reflect 
the chanzing tempo of domestic demands, particularly inventory 
investment. Developments in 1954 and 1955 provide another 
Jllustration of the volatility of movements in Canadian 
merchandise imports. From a peak in the second quarter of 1953, 
seasonally adjusted imports dropped about 15 per cent to a low 
in the third quarter of 1954. Imports then started to move 
upward and by the fall of 1955 had increased by about one-third. 
As the change in exports was more moderate, the merchandise 
deficit for 1955 was larger than in 1954, with the increase 
being particularly markcd in the last half of the year. These 
changes in merchandise trade, together with a greater increase 
in payments than receipts on invisible items, contributed to the 


largest balance of payments deficit of the post-war period. 
However, this was roughly matched by a larger capital inflow, 
particularly in the latter part of 1955, leaving the total 
of gold and U. S. dollar holdings roughly unchanged. 

The continuation of a fairly firm demand situation 
in 1956 will probably entail «a further rise in import levels, 


The large investment program will be reflected in high imports 


of such items as machinery end parts, electricel equipment, 
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structural steel, pipe and othey building matoriels. Higher 
sales of automobiles, furniture and household appliance sales 
would also result in more imports. Furthermore, the renewed 
build-up of business inventories expected will undoubtedly be 
reflected in high imports of a wide range of products, including 
both industrial materials, partially processed goods, and more 
highly finished products. These influences are already apparent 
in the hich import levels of recent months and will probably 
remain in evidence during the present yeare 

In the estimates for 1956, it has heen assumed that 
merchandise imports will increase more than exports. The change 
in receipts and vayments on invisibles ere also expected to 
operate in the direction of an increased balance of payments 
deficit. If conditions develop as expected this would result 
in the largest balance of payments deficit of the post-war 
period, amounting to close to $1.0 billion. In the fast 7 or 6 
months, the capital inflow for direct investment and increased 
security issues abroad have played a major role in financing 
the rising balance of payments deficit. 


Gross National Product and Income Distribution 


AN 


The demand pattern discussed above and summarized in 
Table I would indicate a further increase in Gross National Product 
and in each of the exvenditure components. Fusiness investment 
and inventories are both expected to provide important elements 
of strength and further increases in exports are envisaged. The 
accomnanying estimates allow for an increase of roughly soi jop ellie kek 
in @. N. P.. Perhaps 2 or 3 per cent of this would be attributed 
to higher prices, but most of the increase would again te associated 
with inereases in real output. Part of the increase shown in the 
book value of business inventories would be a result of the 
increased costs anticipated. 

It should be noted that a strong upwerd trend in total 
output continued throughout 1955. The fourth quarter level 
of gross national product ( seasonally adjusted at annual rates) 


was 27.4 compared with $26.6 for the 1955 total and a further 
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increase is indicated for the first quarter of 1956. It is 
expected that the trend will continue upward for the balance 

of the current year, and an average increase of about $500 
million a quarter is allowed for in Table I. There is no 
evidence available to indicate any special pattern in the 
quarter to quarter increases that might be anticipated over 

the year. Some variability in the rate of increase is likely, 
depending on the timing of the expected inventory build-up 
(traditionally a very volatile factor in quarter to quarter 
changes.) However, the estimates involve a G. N. P. approaching 
#30 billion by the end of the year, which may be compared 

with the 1953 level of roughly *24.5 billion. Furthermore, 

as has been indicated in severel earlier sections, this 
assessment assumes thet the demand fectors continue to be feirly 
restrained. It is a type of situation where excesses could 
develop, however, and should such elements become cumulative, 
increases greater than have been provided here could occure 

The general strengths anticipated are expected to 
apnear in nearly every income category. Py the end of 1955, 
the monthly estimates of labour income ( seasonally adjusted) 
were nearly 6 per cent above the average for the years kmploy- 
ment is not likely to increase as sharply as in 1955 but on the 
other hand, larger increases in wage rates are expected. In the 
light of these factors, an increase of eles Billion on 2 per 
cont irf labour income is provided for in Table I. 

Corporate profits have undergone a very sharp increase 
from the low noint reached in the recession. The increase from 
the third quarter of 19f4 to the fourth quarter of 1955 appears 
to heve been about 35 or 40 per cent, reflecting the tremendous 
volatility in this categorye What will occur now will depend 
on the interaction of demand and higher costs ( as reflected in 
profit margins and sales). This pattern may become clearer 


as the year progresses, but sufficient strengths are already 
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in evidence that an increase of 10 per cent would appear to 
be both reasonable and consistent with the other estimates. 

An increase of 8 per cent has been provided for 
income of non-farm unincorporated business. 

During 1955, cash income from grains continued 
to decline from the peak reached in the 1952-53 crop year. 
Cash income from other sources remained roughly unchenged 
from the 1954 level, which was the highest since 1951. However, 
the larger grain crop in 1955 contributed to an increase in 
agricultural net income and production, with a related increase 
or grain on farms, For 1956, higher current grain export 
markets ere likely to lead to some increase in farmers marketings 
Of Grains. it is possible that the ecreage seeded in) 1956 
will be higher than last year, and total grain production 
has been assumed to be only slightly below last year. 
Assumptions es regards farm income, therefore, allow for only 
ea slight decline in net income and possibly some increase in 
cash income. On this basis, the farm sector would no longer 
exert the downward influence on general conditions, characteristic 
of the last few years. 


The Labour Market 


ae eens ee omaeme ewes 


The decline in employment, associated with the 1955-54 
recession, had ceased by the middle of 1954. In addition, average 
hours worked turned unward presumably reflecting e diminuetion 
in short-time shifts. The number of persons without jobs and 
seeking work ( after allowance for seasonal factors) had 
increased quite steadily during the period of contraction in 
production and employment and reached a peak in August 1994. 

The increase in this figure from the summer low in 1954 to the 


winter peek in March 1955 was less than the usual seasonal increase, 


a point that is not sufficiently appreciated. As the recovery 
accelcrated in the spring of 1955, employment rose sharply and the 


a 


number of persons without jobs and seeking work declined more rapidly 
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than usual. From fugust 1954 to January 1956, the decline 
in the seasonally adjusted number of persons without jobs 
and seeking work has amounted to nearly 30 per cent. However, 
the level is still about two-thirds higher than the 1947-49 
average. As has been emphasized in these reports in recent 
years this difference comes about primarily from the disappearance 
of the severe inflationary conditions of that period and the less 
insulated position of secondary manufacturing than prevailed 
during the earlier post-war years. The return of a more normal 
and balanced merket pattern in recent years has been reflected 
in somewhat less tightness in the labour market. 

In the light of the demand factors covered previously, 
e further increase in employment appears probable, in 19566 
Table XI provides for an increase of 3 per cent in the number 
of persons with jobs. The increase in non-farm paid workers 
nay be even greater, but this would be partially offset by 
a further decline in the number of persons engaged in agriculture. 
The number of persons without jobs and seeking work is expected 
to be less than during 1955, with 190,000 or about 3% per cent 
of the labour force being allowed for the full year. A somewhat 


greater decline than this is also possible. 
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TABLE IT 
DISTRIBUTION OF IicOMS AND EXPENDITURES 
BY MAIN SPENDING SECTORS, 1955 and 1956_ 


(Millions of Dollars) 


ToT Cure’ | ~Expenditures | Surplus (4 
ites adjusted on final goods or 
Sector: for transfers and services Deficit (-) 


between sectors 


Mar han mr eee) Ce oe Ne aaa 


1955 | 1956 1955 | 1956 


A A AS NE I RNR RT RENT ff me cm oe eee ae ween ieee nes — 


1955 41956 
BUSINESS : | | 
| 


Gross Business Saving 35592 3850 


Gross Domestic Investment 


-2,126 | -2,900 


" 


$1,474 | 41,450 


Deficit | 
CONSUMERS : 
t 
| 


Personal Disposable Income 


Personal Expenditure on 
Consumer Goods and 


Services 16,811 18,100 


Net Personal Saving 


ee a Ac 


GOVERNMENT: 


Total Revenue from taxation, 
social security contri- 
butions and investment 


incone | 7040 
Less: Total transfer payments | | 
and subsidies ete | 

Net Government Receipts | 4,883 


4 


Expenditure on Gooas 
vervices 


and 
‘ 


| 
| 
{ 
| 
hele 4,850 | 


Adjusted Surplus + 500 


INTERNATIONAL: 


Net Foreign Balance 


Residual error of estimate 


Total. Income and Expenditure | 26 624 


| 
Net Borrowing from abroad o 


28,750 | 26,624 Pe. 
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TABLE IIL 


GROSS DOMESTIC INVESTMENT, 1955 and 1956 


(Millions of Dollars) 


| Anticipated 


Type of Expenditure 1955 1956 | Change % 
Agriculture and Fishing ‘Gee eg ee | $1 
Forestry 62 60 | - 3 
Mining 301 424, | (See 
Manufacturing 939 | 15304 $39 
Utilities Ve) al 1,582 $52 
Construction Industry 107 86 -20 

i ’ 
Trade, Finance and Commercial 578 | 616 | + 7 
Institutions 190 | 210 411 
Residential Construction £4 
Plus: Adjustment to 1955 machinery and equip- 

ment not allocated to industry 
Less:-Portion of non-residential construction | 

regarded as not realizable 
TOTAL:- Gross Donestic Investment in | | 

Durable Physical Assets | 418 
! | | 
Reconciliation with Private and Public Investment \ ' 
ee a 
Less: Adjustment to 1955 machinery and | | 
equipment -150 | 
Plus: Government Housing 

Other Government Investment 

Total Private and Public Investment $21 


Change in Inventories 


Farm Inventories 
Grain in Commercial Channels 
Business Inventories 


Total Change in Inventories 


a eae —: ee ee 


De 


a i e 


= 


= s a eee 
- 


he 


wy ao bonh, 


opens) | 


on + eee! = wees crm phe tty cay 
7 ‘ . 
5 ia 


i 


: 
i ey 
a { 
‘ ‘ 
= ‘ok | 
. | 
1 > . 
. 
‘ ‘ 
on aS 
: it ok ad 
$ i 
‘ ‘ 
. 
1, ¥ . 
é " ¢ 
4 t : 
i %, i 
. = 
8) ay . 


co) rs 


ye 


’ 
' ef 
j 
fr. . 4 
j 
4 
H 
. 
rn } 
5 4 , 
: 
ulge sata 
Fi 
( 
oe : ee io 
g i, 
Saas a 
a 
iY , 
\ ; 
1 t 
ee | a 4 
. } 
iM 
» he . 
P —-« vent t® 
B hus 


: 
1 
fi 
. ' 
‘ 
l 
: 
¥ i 4 : 
‘ 
. 
‘ : 
: : 


ee 


F 
f 
: ‘ a 
: 
: 
; 
f ee 
= 7 
. $ 
ee 
4 » 
my 
Me rena 
sae 
; va 
a é 
’ 
~ aie 
ly ae ; 
a eins 
. : 
: | 
* 
£ 
F a 
j : 
F, 4 
: ! 
: i 
af ot 
es ‘ 
ay 
. 4 Q 
a ‘ 
ae ee ans 
Be 
: 


Ieee 


a eo 


4 
» . 
5 
4 2 
4i - 
edn ar 
aoa fate 


% 


Pi: De isod Mi 
i esa ay it 


- i 
CeO Re 
. Hess os 


‘ied 


$04 
ie 

Tate 

Lode 


Choe 


TABLE IV 


ee ee 


PERSONAL | EXPENDITURE ON CONSUMER GOODS AND SERVICES 
1955_and 1956 


(millions of dollars) 


ST AE ES AE RS RR OE A SR Se LN RS corneas ene aecamonene |S OPO ome en NS ne oe 


Per Cent Change 


{ 


Total Personal Hxpenditure 165511 718,100 
on Consumer Goods and 


Services 


Type of Expenditure 1955 1956 Value Volune | Price 
Non=Durable Goods 9,493 |10,198 +7 to oa 
Durable Goods 1.873 2040 | $9 +6 + 3 
en ee i 

Total Goods |11,366 J22,25 | $3 $7 + 1 
Pea | 
| f 

Services | 5 yAh.5 5 862 | 45 +4 | ; eS 
| 
Sorgen | 
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TABIE V 


ee eR eS ee Ne me ees Som 


(Millions of Dollars) 


EE RE A St TORN BEND SN wn 


Tneone 


Wages, Salaries and Supplomentary 
Labour Income 


Less: Employer and Enployee Contributions 


Military Pay and Allowances 
Income Received by Farm Operators 
Income of Other Unincorporated Business 


Interest, Dividends and Net hental 
Income of Persons 


Transfer Payments to Persons:- 


Old Age Security Payments 

Family Allowances 

Unemployment Insurance Payments 

All other transfer payments and bad 
debt losses 


Sub-total for Transfer Payments 


Total Personal Income | 


Expenditure: 


Personal Direct Tar<38 


Income Taxes 
Other 


Personal Dxpenditure on Consumer Goods 
and Services 


Personal Savings 
Total Personal income 


Personal Disposable Income 


Personal Savings as a per cent of Disposable 


Income 


Menge se scree ene ER oa Re ans as omy 


1955 1956 
12,861 14,000 
-/,16 -45 6) 
| 394, 425 
| 1,396 14,00 
OMS ie 1,900 
2,010 2,200 

| 
363 380 
378 Be 
229 205 
| 7198 8,5 
| 1,825 
21,300 

joa! eens © ee 

15296 1,550 


E 
eee 
| % 


16,202 18,100 
1,450 

19,766 21,300 
18,285 194550 
oo 8,0 
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TABLE VI 
NET BALANCE OF INTERNATIONAL CURRENT ACCOUNT, 1955 and 1956_ 


(millions of dollars) 


| BA be 1956 
SE eee me CAAA A RRS NR me 20 rm OE I ES NS | mR Yo oo | 5 ence memes + EE 
Curren’ Receipts: 
Merchandise exports (adjusted) | Deco ENE. 
Gold production available for export | L55 5d 
Travel expenditures 329 360 
Interest and dividends 160 165 
Freight and shipping 359 4,00 
Inheritances and immigrants! funds 86 85 
All other current receipts : 358 370 
| 
Total current receipt 5,782 | 6,260 
| 
Current Payments s | 
E ‘ ; : ! 
Merchandise imports (adjusted) 49520 : 5 yL50 
Travel expenditures dA i 480 
Interest and dividends L067 500 
Freight and shipping 39) £45 
Inheritances and emigrants' funds 1.00 | 105 
Official ccntributions 22 30 
All other current payments 502 | 520 
| 
Total current payments 6,447 eno. 
Net Current Account Balance: 
Adjustment to National Accounts - 
Total current receipts (ex inheritances and 
immigrants! funds) as shown in Table I 5,696 63175 
Total current payments (ex inheritances and 
emigrants! funds as shown in Table I 65347 headed 
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TABLE VII 


Value _of Principal Merchandise Exports 1955 and 1956 


(millions of dollars) 


ec ee a ee 


—s 


Commodity Group | 


Ferm Products 
Wheat and flour 
Coarse grains 
Other farm products 
Sub-total 


Fish Products 


Forest Products 


Softwood lumber 

Woodpulp 

News print 
Other forest products 


Sub-total 


Primary and Semi-Processed Metals 
and Minerals 


a ames + ene eco 


Iron Ore 

Primary iron and steel, ferro alloys 
Aluminum 

Copper 

Nickel 

Lead 

Zine 

Asbestos 

Crude petroleun 

Other metals and minerals 


Sub-total 


ae ee pe Se 


Chemicals (1) 


Other Menufactured and Miscellaneous Goods 
Whisky and beer 
Farm machinery 
Other machinery 
Autos, trucks and parts 
Other manufactured goods 


Total Cash Exports of Canadian Produce 


Re-exports 


Grogs Cash Exports 


(pose not include all chemicals. 
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TABLE VIII 


Value of Canadian Merchandise Exports by Areas, 1955 and 1956 
(excluding re-exports and N,A.T.0. shipments) 
(millions of dollars) 


ES OS en RN PN Se ae) ne FORRES NSE 


Area 


ne a rns ET NR EE RS RE TN oo RE ON 


United States 25559 Pole 
United Kingdom | 769 755 
Rest of Sterling Area 249 2AL 
Western Europe 350 245 


Latin America 


Other - 
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TABLE IX 


(millions of dollars 


Comnodity Group 1955 1956 
| 
Industrial Materials | 
Textile, leather and fur materials 320 | 355 
Metals materials 330 450 
Chemical materials ak5 | 250 
Other materials 205 340 
Sub-total 1,250 1,425 
Investment Goods 
Machinery and Parts 720 865 
Electrical Machinery and Parts 223 265 
Airereft and Other Transport At) 300 
Structural Steel, Pipe and Other 
Construction Materials 202 250 
Sub-total 1,420 1,680 
| 
Consumer Goods 
Food, Beverages and Tobacco 157 | 475 
Clothing, Housenold Textiles, Leather Goods de i 150 
Passenger Autos and Parts 320 { 360 
Household Durables and Semi-Durables 195 25 
Other Manufactured Goods 31.0 ' a7 
} 
| 
Sub-total | 45 Pye, 
Coal, Petroleum and Products | 500 | 550 
Special Items 106 | 120 
Total Imports hey TAL 5 9350 
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TABLE X 


Value of Canadian Merchandise Imports by sreas 
(Including Direct Defence Imports) 
1955_and 1956 


(millions of dollars) 


Area 


ES CO EY BS NS EET TG SEN AES RS 


5 9350 


United States | 3900 
United Kingdom | 450 
Rest of Sterling Area 210 | 24,0 
| 
Western Europe and Colonies 230 ! 265 
| | 
Latin America | 325 375 
y | 
Other 93 j 120 
| ) 
| 
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TAS ep. XI 
EMPLOYMENT, UNEMPLOYMENT AND THE LABOUR FORCE 1955 and 1956 


ee ANNE LUTE A A A DU EUS he or EE 


(Thousands of Persons) 


a ee So ee ee 
a Seite 1956 ee ieuee 
Paid Workers: | | 
Farm | 106 WEISS | -1.0 
| 
| Non-Farm | 3,996 | Lge tO | +A .4 
| 
| | | 
Own Accounts and No Pays: | 
| \ | 
| Farm ) 7m. | 690 | ~3.0 
| 
| Non-Farm | 514 | ee ae 
| 
| Mee eae \ ah este i 
| Total Employed erie yrele . ead | 
: | 
| Out of Work and Seeking Work Pew | 190 -18.0 
uae ers | 
Ea Civilian Labour Force | 5 bes a 1 CO. mee 
| Not in the Lebour Force pean | 5,060 + eo | 
iain 
; Total Civilien Non-Institutional 
| Population 14 years of age and | | 
| over 110,529; 10,740 | es 2,0 
| | 
| | 
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APPENDIX 


COMPARISONS OF THE PATTERN OF RECESSION AND RECOVERY 
UNITED STATES AND CANADA, 1968 = 55 

During the past thirty months, Canada and the United 
States passed through a period of moderate recession into 
a pronounced and widespread recovery which was still underway 
as 1956 began. This short note traces the path of this partial 
cycle as it affected the main economic aggregates in both 
countries, analyzes some of the major factors at work and points 
out significant similarities and differences in the two economies. 
Tentative suggestions are offered on the possible duration of 
the current uvswing. 

Looking first at the United States, overall economic 
activity reached a peak about mid-1955. The ensuing declines, 
which fell unevenly in duration and intensity on various 
economic sectors, came generally to an end near the middle of 
1954. In the supsequent sixteen months, the American economy 
has displayed one of the strongest and most sustained advances 
of the post-war period. 

The attached table reveals the changes thattook place 
in relevant economic processes, measured from the business cycle 
peak in the second quarter of 1953 to the trough in the third 
quarter of 1954 and through to the fourth quarter of 1955. The 
turning points in individual activities, of course, do not 
exactly coincide with the general business turn, but do cluster 
closely about it. Moderate declines are evident in virtually 
all the main aggregates between the second quarter of 1955 and 
the third quarter of 1954; Gross National Product ( excluding 
agriculture) fell 3 per cent, employment dropped 4 per cent, 
totel industrial production, manufacturing production and 
employment and business investment in plant and equipment declined 
by 10 per cent; corporate profits fell by more than a quarter 

and unemployment more than doubled. In perspective, these 
drops revresent the second mildest U. S. recession in the period 
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Certain areas resisted the downward tendencies. 
Residential construction rose by 23 per cent. Personal income, 
bolstered by increased transfer payments and rising hourly 
earnings rose one per cent ( having dipped only from October 
1953 to January 1954). Consumer expenditures rose by nearly 
3 per cent after pausing slightly in the fourth quarter of 1953. 

In the United States the decline was precipitated by 
a decrease in defense expenditure, and in particular a sharp 
drop in the placement ( and delivery) of defense procurement 
orders. In consequence, burdensome inventories led to cutbacks 
in production, employment and ultimately investment. These 
developments occurred at a time when the rate of increase in 
other sectors of final demand was beginning to slow down. The 
resistance in some of thse areas, in particular the consumer 
sector, government non-defense spending end housing, acted to 
contain the overall drops to modest proportions. The drop 
in defense or inventories clone could more than account for the 
change in totel output. Continued expansion elsewhere offset 
half of the potential fall. 

By mid 1954, the drop in defense expenditures slowed, 
inventories began to appear more reasonable in relation to 
finel sales, and consumers bezan to spend more freely once 
agein. Thus encouraged, and regaining confidence as a result 
of the mildness of the decline, husiness began to atep up its 
plans for new investment. The strength which appeered initially 
in automobiles and housing quickly became diffused throughout 
the economy. 

Ry the spring of 1955, the American economy had 
surpassed its previous 1953 peak with virtually all spending 
sectors and industrial divisions participating in the recovery. 
The strong advance hes continued through to the fourth quarter 
of 1955 as summarized in the attached table. 


In Canada a somewhat similar development has taken 
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place. Rusiness activity reached a peak at about the same time 
as in the U. S. - mid 1953. The subsequent declines, however, 
were of a smaller magnitude. Gross National Product ( excluding 
agriculture) actually rose by « half of one per cent, having 
dipped for only two quarters. Industrial production fell by 
@ per cent, employment by 3 per cent. Corporate profits declined 
by 12 per cent and investment in plant and equipment by 8.5 
per cent. Even unemployment rose by a& smeller amount - 97 
per cent - than in the United States - ll2 per cent. 

On the expanding side, personal income continued to 
rise by 2.9 per cent, and consumer expenditures by 5.5 per 
cent. As in the United States, residential construction moved 
counter to the cycle, advancing by 14 per cent from mid 1953 
to mid 1954. 

The influences contributing to this contraction in 
Canada were, in many ways, similar to those in the United States. 
Neclines in defense expenditures, end subsequently, inventory 
liquidation led to cutbacks in production and employment, In 
addition a shortfall in business spending for nlant and equipment 
was noticeable as early as the third quarter of 1953. Finally, 
a below average grain orop contributed to the drops in overall 
Output e 

At the same time, however, certain other factors worked 
to reduce the extent end duration of the recession in Canada. 
An important factor moderating the domestic effects of short 
term demand changes is the volatile behaviour of merchandise 
imports. Reflecting this traditional pattern, the inventory 
shift was felt to a large degree in imports, which fell by le 
per cent, rather than in domestic production. Advances in 
consumer and government non-defense spending continued to be 
more marked in Canada. The net result was that the portents of 
recovery began to show somewhat sooner in Canada, although the 


pace did not quicken until the U. S. economy turned in mid 1954. 
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Once this occurred, the advance in Canada carried 
business above the 1953 peaks before the end of 1954 and the 
upswing has continued with but little abatement through the 
end of 1955. By the year end, total output excluding agriculture 
was nearly 14 per cent above the previous 1953 peak, compared 
to 9 per cent for the United States. 

In summary, the timing of the recession and recovery 
in the North American economies was almost identical. In the 
U. S. the declines were the mildest ( but one, 1926-27) during 
55 years, and the magnitudesof the decreasegin Canada were 
half those of the U. S. The strength of the recovery in both 
countries is in line with expectations in a loncer historical 
comparison, although the increases 1955 over 1964 are striking 
in comparison with other post-war years. 

The main body of this document has dealt fully with 
the outlook for 1956. Viewed in terms of the business cycle 
analysis of the lest 30 years, the direction and marnitude of 
the changes appear most reasonable. Few of the seeds of recession, 
which were apparent in early 1954, can be discerned in the current 
picture. While declines in activities which customarily lead 
the business cycle may appear as the year progresses, it must 
be remembered that the margin of that lead may be as long as 
twelve months. If exeesses relating to the building of 
business stocks can be avoided, the mejor aggregates of economic 


activity should continue upward throughout the yeare 
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APPENDIX TaBLE I 


SEASONALLY ADJUSTED INDICATORS IN CANADA AND THE UNITED STATES 
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Per vent Change. __ Per Cent Change 


3Q.1954 46.1955 30 1954 40 1955 
rm ae 30 1054 ee 12 ee 
QUARTERLY SERIES 

l. Gross National Product Ex. Agriculture ae dua uk + O04 = (260 ae 
Qa Residential Construction +1 Ao) F386) oF eo aeO + 8.0 
3. Non-Residential Construction, Plant & ne 2) =O 415.5 
Equipment 
4. Consumer Expenditures ca eral SPS CaM Nib Moye Aros +) ial 
5. Business Inventory Change (-968)9 “(4996)9 (21,2) Greer 
6. Corporate Profits (before taxes) -12.4 HO LO ie 2ireU +33.0 
7, Personal Income (ex. farm) + 3.2 SEO Sl dw o + 9.1 
MONTELY sertzs(a) 
1, Total Employment - (Non-sgriculturs2) Se Le MAEO | eee, aa 
2. Manufacturing Employment - 5.6 + ig Oh LO wel cae, 
3, Average Hours Worked - Manufacturing oer ek ore Ae weet + 4,0° 
1. Average Hourly Earnings - (Manufacturing) IOS AE Bio Neh i, 7G WM ae 
5. Unemployment +97,1 =—2057 |) Adee -18.7 
6. Industrial ' Production - Total - 1.8 Poult th, ae +16.7 
7, Industrial Production - Manufactures - 4.8 FLO GF Minit Oa +16.0 
a, " Durables SLOPE + 1G gc in SUA Uae 
o. HV Meme Dupabies Uh ere Fetes ee sOh eae 
-10. Exports (Physical Volume) 10s nN O63 - ri 
11. Imports (Physical Volume) -11.9 +26,0 - - 
12. Manufactures Inventories Bock Value - Ae Sioa we + 5.8 


3 month period centered on July 
3 months centered on August 
3 most recent menths of 1955 


, 3rd Q 1954 
4th Q@ 1955 


nou iw 


(bo) Employees in Nen-Agricultural establishments 
(c) Not seasonally adjusted 


(a) Dollar Value change 


tne 


y* ~ + 
icin i 


i 7 ‘ 
atl. we all 

Sie 2 <a 
en ae 


ack ane 


. b 
het moh ai 
if 


tee 


. + * Cok be) > PA 
page: en ea. sAaea ae 
aaa avies se lee ee ae c dy 3 i ‘ ee eer * 
; aug i 2 sue ah eat 1 
,e7k” ‘ . rs ryt AP Gave dt 
: ' ; 


= - 4 * 
aie ae a a hear ee 
‘ i A q rn yiM 
. » 27 i i ‘ ‘ ae ian wan.) i 
a & ee -e a, * \" tad : " visas t ai + thie org 
Pir ~ bs , ; er bai 
1 oe _— 
- ak 


‘ : ‘ ne) 
tah ih beet boheaie (ainda Coane 
a Mt ‘wit an Levedged authvod 2 ie 
hi - { * > rT ‘an raat P2.On,( Ss 


